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KEY URUGUAYAN ECONOMIC INDICATORS y 


(All values in U.S.$ millions calculated at financial exchange rate, 
and represent period averages unless otherwise indicated.) 


1974/75 1975/76 June 
1975 % Change 1976 % Change 1977 
Exchange Rates: 1/ Commercial 1 US$= 2.28 +87.5 3.39 + 48.6 4.62 
Financial 1 US$= 2.67 +64.4 3.72 + 39.0 4.71 
INCOME, PRODUCTION AND WAGES 
GDP at Current Prices 2975.5 + 9.7 3,001.6 + 0.9 -- 
GDP at Constant 1961 Prices 2/ 1809.6 3.6 1,857.0 + 2.6 -_ 
Per Cap. GDP, Current Prices ($000)— 1080.0 + 8.0 1,035.0 - 4.0 -- 
Investment in Plant & Equipment 324.2 +17.6 ne. n.a. -- 
Industrial Production (phys. vol., 

1961 = 100) 125.8 + 6.7 132.2 4.0 3/ 
Real Wages (1968 = 100) 85.2 - 9.7 80.2 - 6.2 13.9 
MONEY, PRICES, FISCAL PERFORMANCE 
Money Supply 307.6 - 7.5 357.0 + 16.1 . 307.6 
Price Indices (1968 = 100) 

Wholesale 1985.9 +72.4 2,990.6 50.6 4,352 
Retail 1948.6 +81.4 2,935.1 50.6 4,518 
Fiscal Deficit (as % of expend.) 4/ 26.9 + $.5 15.9 - 40.9 + 2.1% 
Annual Inflation Rate (CPI) 66.8 37.7 39.9 - 40.0 : 29.1% 

BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 

(Central Bank, end of year data) 164.2 -23.2 239.9 + 46.1 -- 
Total Foreign Debt, Public Sector 864.1 +17.0 966.4 + 11.8 -- 
Annual Debt Service, Public Sector 5/ 112.4 -35.0 193.8 + 72.4 a 
Balance of Payments (partial) = 

Goods, Services, Transfers -203.0 — -100.0 rag -- 

Capital Account +100.0 -- +169.1 = - 
Balance of Trade: -172.6 = - 62.9 = -- 

Exports, FOB 383.8 negl. 536.0 + 39.8 297.8 

Imports (CIF) 556.5 +14.3 598.9 +36 283.7 

Exports to U.S. 25.9 +81.1 58.7 +126.6 35.3 

Imports from U.S. 53.5 +48 .6 49.2 - 8.0 Si:3 


Main 1976 Imports from U.S. (1975 equiv. in brackets): 

Chemicals 16.1 (14.6), Machinery 15.5 (10.1) Transport 3.3 (2.1) 

Textiles 3.0 (4.2), Plastic Materials 2.5 (3.4) 

Main 1976 Exports to the U.S. (1975 equiv. in brackets): 

Hides, leather products, furs 29.2 (13.3), textiles 12.6 (4.5), shoes 12.8 (6.0) 


Footnotes: 

1/ The commercial rate is used for import/export transactions and the financial 
rate is determined by the freely-floating foreign exchange market. 

2/ Mission estimate; the Central Bank published a 1977 figure of US $850 per 
capita GDP. 

3/ 9% growth in first 3 months 1977, compared with the same period 1976. 

4/ The June 1977 figure represents a fiscal surplus to date of 2.1%. 

5/ Includes: Central Bk. (amortiz. & interest) 111.1, Public Sector and Treasury 
Bond service 33.3 and supplier debts 49.4. 

Source: Banco Central del Uruguay 
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SUMMARY 


From the early 1950s to 1973, Uruguay went through a period of economic 
stagnation characterized by low or negative growth rates, high inflation 
and political disturbance. In 1973, however, the Uruguayan Government 
adopted a reform program to reinvigorate national productivity based on a 
return to a market-oriented economy and encouragement of export industries. 


Economic performance was relatively good during 1976; in the first half of 
1977, the indicators present a mixed picture. Trade has continued to im- 
prove, with both import and export figures rising well above 1976 levels 

and showing a small trade surplus. Uruguay's international reserve position 
is strengthening and there was a slight fiscal surplus over the January-June 
period in contrast to earlier years. Official figures indicate that the 
level of government domestic debt is being reduced. Prospects are good for 
dynamic developments in several industrial sectors. On the other hand the 
country has been affected by a continuing decline in real wages and a recent 
higher rate of inflation registering 29% during the first half of 1977. 
Domestic issues under current discussion include the major role the govern- 
ment has increasingly assumed in managing the agricultural sector, problems 
in stimulating production, and working out a strategy for industrial develop- 
ment with a concomitant lowering of tariff rates and simplification of import 
procedures. Should further progress toward economic reform be made in line 
with the government's program announced three years earlier, opportunities 
for U.S. investors and exporters should be correspondingly enhanced. 


CURRENT ECONOMIC SITUATION AND TRENDS 
International Trade 


According to preliminary Central Bank data, Uruguay's trade performance 
during the first six months of 1977 has shown continued improvement, partly 
from better terms of trade for traditional export products and partly from 
increased volumes of leading non-traditional exports. Wool prices moved up 
moderately while meat prices rose by a substantial margin, leaving total 
export receipts from traditional exports up $11 million despite the fact 
that volumes were well below 1976 levels. Significant increases in exports 
were recorded in hides, fur and leather clothing ($6 million), shoes 

($5 million), vegetable products ($13 million), and processed meats ($7 
million). Non-traditional exports rose some $27 million in the same period 
over 1976. Aggregate export income rose to $25.5 million above 1976 levels, 
or about a 10 percent improvement in real terms. 


Imports rose $41 million (from $242 million to $283 million) over last 
year’s figures. Imports of crude oil rose $13 million, petroleum products 
$16 million, and machinery $8 million. Increases were reported in most 
other major import sectors, with the exception of transport equipment, which 
was down $3 million. At a level of $14 million, Uruguay's favorable trade 
balance is running $3 million behind 1976's January-June record. 








International Finance 


Central Bank authorities predict a possible equaling of the 1976 gain in 
reserves of the official banking system ($113 million) on the basis of 
approximately $50 million which had been added by the end of May, 1977. 
These augment the reserve level of $240 million which the official banking 
system recorded at the end of 1976. On the basis of recent GOU performance, 
the IMF has listed the Uruguayan peso as one of the currencies in which 
countries may repay hard currency purchases. The Fund continues its review 
of the Uruguayan economy on the basis of the stand-by agreement negotiated 
last year whose fiscal, monetary and inflation targets have generally been 
met or exceeded. No use of the stand-by credit has actually taken place, 
given the continuing accumulation of reserves by the banking system. Borrow- 
ing under the Fund's Compensatory Financing Facility and the Petroleum Fund 
is slowly being repaid. 


There are other signs of the growing credit-worthiness of the GOU. Signing 

of the refinancing of the Citibank-led consortium loan of 1975 with the Bank 
of America and at slightly improved interest rates took place in August. 

The refinancing is for $60 million (of the $70 million outstanding) and frees 
the Central Bank of the earlier loan's pledge of a portion of the country's 
gold reserves accepted in 1975 when the country was losing reserves. Citi- 
bank is picking up $27 million of the financing of the Palmar hydroelectric 
project on its own. The remainder has been financed in two dollar denominated 
bond issues placed domestically. In a reflection of the growing international 
confidence in the Uruguayan situation, the two issues, for $8 and $15 million 
respectively, drew offers of from two to three times the total sought. They 
were placed at effective average interest rates close to 8% on instruments 

not redeemable for five years. This has encouraged some banking interests 

to press the government to permit Uruguayan banks to do offshore lending given 
the significant flow of capital from neighboring countries into the Uruguayan 
capital market over the past two years even in view of the limited local 
investment opportunities. 


The Government's Fiscal and Monetary Performance 


While the country's international reserve position is strengthening on the 
basis of favorable trends in the trade and capital accounts, the government 
also has achieved a small fiscal surplus over the first six months of 1977, 
although a modest overall deficit is expected for the year as a whole. This 
progress has taken place against a background of growing public concern that 
inflation, reaching an official 29% on the C.P.I. by midyear, may reach a 
figure well above the 1976 level (40%) by December. 


New emphasis on effective and timely tax collection is an indication of the 
government's continuing attention to the fiscal picture. Penalties for late 
payment of corporate income taxes had in the past been negative due to 
inflation; now they are positive, as much as 6% per month. The enactment of 
Uruguayan Institutional Act #7 in July, which removes the inviolability of 
civil service tenure, is justified by the government as a necessary step 
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toward rationalization of its employment levels and costs. Export incentives 
(reintegros) were also reduced by 20% on July 1, cutting the fiscal weight 
of that program ($60 million in 1976) for the second half of this year. 
Simultaneously, the government is pressing to cut hidden financing (and the 
inflationary effect on government purchases) which the pattern of delayed 
government payment to domestic suppliers has represented over recent years. 
Official figures also show net domestic debt of the government being reduced 
with particular emphasis on eliminating the indebtedness of the government- 
owned autonomous agencies and enterprises. Until recently, these ran at a 
major loss which the central government had to cover. Reduction of this 
debt is showing up in the accounts as those agencies are raising the prices 
of their services toward covering operating costs and, ultimately, to pro- 
vide income adequate to cover their capital requirements in the future. 


The picture of wages and prices is not so encouraging. The general consumer 
price index used by the Central Bank shows a 29% rise in the first six months 
of 1977, against 39% for all of 1976. (The mid-1977 level is, however, lower 
with respect to the comparative semesters of 1972-1975.) From mid-year 1976 
to mid-year 1977, consumer prices rose 60%, while salaries dictated by the 
government rose only 41%, indicating a net loss in real income of about 13%. 
In the wake of visible inflationary pressures such as price increases for 
basic food items (up 15%) caused by rain-damaged domestic crops in the first 
months of this year, and the working through the economy of mid-1976 salary 
increases and additional Christmas salary payments, early inflationary expec- 
tations rose. Nevertheless, preliminary official figures record a low 3.5% 
increase in the money supply over the first five months of 1977. In spite 
of this, the major inflow of foreign exchange from dynamic exports sales and 
some related credit expansion has clearly been a major ingredient in the 
inflationary pressures registered in the first half of the year. 


Industrial Developments 


Petroleum. Chevron is currently negotiating with the GOU concerning the 
drilling of a third well under its contract with ANCAP, the GOU's petroleum 
agency. ANCAP has maintained a firm contractual position with regard to the 
1975 agreement, which calls for drilling four wells in four years, On the 
basis of two previously unsuccessful drilling efforts offshore, Chevron 
wants to conduct further analyses of offshore prospects. 


Fisheries. During the first semester of 1977, exports of fish products were 
valued at $4.5 million (13,200 tons), an increase of approximately $3 million 
over the similar period of 1976. Total 1977 exports are projected at $8-10 
million. The government is seeking further development of the industry 
which it considers highly promising and a source of major future exports and 
domestic meat substitutes. 


Shoes, Handbags and Leather-Wearing Apparel. The Uruguayan shoe industry 


has grown phenomenally in the past three years. Uruguay's small-scale 
industry had, until 1973, only served the domestic market. Responding to 
the stimulus given by the government in the form of realistic exchange rates, 
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export promotion, and a welcome to foreign investment, local producers have 
reoriented and expanded production to meet international standards and make 
major sales in the U.S. market. 


Currently shoes (in addition to handbags and leather-wearing apparel) are 
among Uruguay's leading non-traditional exports. Total investment in the 

shoe industry (1974-1977) is estimated at $5.4 million, of which one American- 
owned firm holds a large share. 


In 1977, petitions for countervailing duty action against shoes, handbags 
and leather-wearing apparel were presented to the Treasury Department by 
private U.S. interests. The petitions allege high export subsidies on these 
goods. Final decisions are to be announced before mid-year 1978. 


Mining. The French Geological Service has completed a preliminary survey 

of mineral prospects in Uruguay, which indicated "important" natural reserves 
of gold, manganese, copper, lead and zinc in the southwest border region and 
in the Department of Rivera. A French delegation visited Uruguay in July to 
confer with the government and local mining interests about further develop- 
ment of these resources. 


Energy. Construction on the Salto Grande hydroelectric dam on the Rio Uruguay 
(scheduled for completion in 1979) is progressing rapidly. Work on the Palmar 
hydroelectric project on the Rio Negro continues on schedule. Proposals for 
two dams on the Rio Yaguaron, as part of a program of developmental and 
technical cooperation between Uruguay and Brazil, are under study. Uruguay 

is also interested in initiating solar and wind energy projects to supplement 
the country's energy potential. 


After aerial.and other prospecting efforts, it has now been established that 

Uruguay has uranium deposits. However, the extent of these deposits has yet 

to be established. At least one U.S. mining company has offered assistance 

in exploiting these resources in return for some form of commercial agreement 

on uranium exports. Similar offers of technical assistance have been made 

by Chile, Japan, West Germany, France and Switzerland. | 


Domestic Economic Issues 


Uruguay's domestic economic issues can be generalized into two, dealing 
broadly with agriculture and industry. The more basic one is that of agri- 
cultural policy and the sector's response to it. Excessive rains during 

the January-March summer season ruined many crops and raised domestic prices 
of several basic food commodities. These shortages, together with monetary 
factors, have produced a considerable surge of inflation in the first half 
of 1977. Government policies to assure continued supply of meat to Uruguayan 
tables at below international prices have occasioned official setting of 
domestic cattle prices to the producer, taking control of the meat packing 
industry and subsidization of consumer prices. Cattle available for slaughter 
have fallen in number, and there is concern for long-term maintenance of the 
national stock. Meat exports this year will be well below last year's record 
levels, but rising international prices indicate export income derived there- 


from may not be substantially less. New contracts with American buyers 

of corn beef and cooked-frozen meats were signed earlier this year, but 
government control of the meat packing industry appears now to threaten 
the success of that arrangement. While liberalization of the sector is set 
as a developmental objective, short-term government policies, in part 
responding to new inflation, are being interpreted by many agricultural 
interests as a reimposition of more statistcontrols. 


The second broad issue revolves around the government's repeatedly affirmed 
goal of reducing the high levels of industrial protection. Such protection, 

in the government's view, increases consumer costs, adding to inflationary 
pressures, while adversely affecting the agricultural sector through depress- 
ing exchange rates and artificially increasing input costs. The key policy 
issue yet to be resolved is how and at what pace should such reduction take 
place in order to minimize the social costs involved. In this regard, a 

major effort is underway to rationalize the import regime in the form of 
proposal for a unified tariff system (Impuesto Aduanero Unico a la Importacion, 
or IMADUNI). 


The system was designed to remove various nuisance charges and customs pro- 
cedures which would simplify and speed up the process of importation. The 
actual net charge (aside from separate surcharges) on entering goods was to 
remain as close to present levels as such a general revision would permit. 
A restructuring of surcharges was to complement the changes in the tariff 
system. Accordingly, the Central Bank general surcharge of 7% was raised 
to 10% in March, and applied to all items imported by both the private and 
public sectors, and with a lessening of the myriad exemptions previously 
applied. At the same time, the Bank of the Republic reduced its highest sur- 
charges, although::the level of protection they still represent remains very 
high. The unified tariff itself was to have been implemented July 1, 1977. 
However, due to a lack of agreed procedures and final review of rates, the 
date of application has been officially set back to January 1, 1978. 


Over the past three years there has been progress toward liberalization of 
the import regime, taking the form of more realistic foreign exchange rates 
(now nearly merged into a single rate), the removal of specific financing 
requirements, and other simplifications of import procedures. As a conse- 
quence, the old trade patterns, previously frozen by an import quota system 
to protect local industry, are now breaking down, providing opportunities 
for new suppliers and goods to enter the market. 


The basic reforms in the agricultural and industrial sectors desired by the 
government cannot be implemented overnight and progress, not unexpectedly, 
has been uneven. Part of the unevenness may be attributed to the govern- 
ment's desire to meet short-term, essentially political objectives (e.g. 
meat prices), at the same time as it pursues its medium-term goals for re- 
structuring industrial and agricultural production. Export success has 
brought new employment (e.g., 5,000 plus in shoes and leather clothing) 

and value added to production, while at the same time causing an increase in 
the money supply that has added new inflationary pressures on top of already 
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declining real incomes. Local observers are hopeful, however, that the 
fiscal and commercial progress outlined above is laying the foundation for 
future investment and an easing of controls. A planning conference of the 
government's leaders has been called for later this year at which progress 
to date and policy for the immediate future may be again reviewed. 


IMPLICATIONS FOR THE UNITED STATES 


Uruguay is a land-rich country where food production can potentially be 
increased with relatively low investments. This, given climbing global 
pressures for foodstuffs, especially enhances a favorable view of Uruguay's 
long-term prospects. 


Although small in real terms, Uruguay's trade with the United States has 
been growing substantially. For example, at mid-year, capital goods imports 
are up $1.2 million over 1976 levels. U.S. sales should continue to grow 
as Uruguay's export sales and need for new equipment and raw materials 
increase. The country is also host to $100 million-plus of U.S. investment. 


A number of major projects that will modernize the country's infrastructure 
and industrial production are underway or planned for the near future. These 
include large hydroelectric dams (on the Rio Uruguay and the Laguna Merin, 
between Uruguay and Brazil), expansion of Montevideo's sewage system, moderni- 
zation of microwave and telecommunications, port improvement and fisheries. 
Uruguay's purchases for these major projects will naturally increase. As 

for openings for U.S. investment, the position of Uruguay between Argentina 
and Brazil adds opportunities under LAFTA complementation agreements and 
bilateral trade pacts with those countries. In the private sector, there 
will be a growing market for fishing equipment and related processing and 
refrigeration equipment, shoe manufacturing and other leather processing 
equipment, as well as for food processing and packaging equipment. Uruguayan 
meat packers, determined to diversify production, will continue to investi- 
gate the purchase of U.S. cooked and corned beef canning lines. Important 
sales to meat packers and fruit processors have already taken place and 
should continue. Given Uruguay's well-known comparative advantage in the 
export of agro-industrial products, IBRD and AID have ongoing industrial 
sector loans providing medium and long-term credits, and technical assistance 
for development of export oriented industries. Important opportunities exist 
for U.S. investment in such industries and/or commercial arrangements for 
marketing their output. 


If Uruguay continues to opt for reform, U.S. capital equipment, raw material 
and other suppliers will have increased sales opportunities. In the majority 
of cases, companies seeking to enter the Uruguayan market will find appoint- 
ing a local sales agent to be the most effective first step, although estab- 
lishing manufacturing facilities or investing in agribusiness production 
should not be discounted. 


In the long run, U.S. manufacturers can expect to face continued and in- 
creased competition from Argentina and Brazil. In addition to cultural ties 
and geographical proximity, those countries are offering very favorable 
export financing for their products. U.S. firms with Brazilian or Argentine 
subsidiaries are benefiting accordingly. However, to the extent that liber- 
alization continues, opportunities for a wider range of U.S. exports will 
also be correspondingly enhanced. 
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